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ension fund actuaries are now 
obligated to take additional 
steps for assessing and disclosing 

risks associated with measuring pension 
obligations and determining pension 
contributions in annual funding valuations 
for all pension plans. The additional 
disclosures required by Actuarial Standard 
of Practice No. 51 (ASOP 51) will help 
stakeholders better understand the risks 
inherent in measuring pension obligations 
and actuarially determined pension fund 
contributions.
 The new actuarial standard of practice 
will identify risk factors that actuaries 
should be discussing with their clients, 
whether the client is the pension fund or 
the municipality or both. ASOP 51 provides 
the opportunity for actuaries to directly 
help pension funds and municipalities 
understand, “What if future experience 
is worse than those best estimate 
assumptions?” More specifically, it also 
provides the opportunity for actuaries to 
put in writing their professional assessment 
of where assumptions may need to be 
reevaluated. In short, the point of ASOP 51 
is for actuaries to help clients understand 
risks facing their plans so that they can 
better manage them going forward. 
 These risk disclosures include such 
issues as:
	 T h e  p o s s i b i l i t y  t h a t  f u t u r e 

contributions might deviate from 
expected future contributions (such 
as when a municipality declines to 
make the recommended contribution 
to the fund);

	 The likelihood that many beneficiaries 
will live longer than previously 

assumed (especia l ly  with  the 
introduction of the new Pub-2010 
Mortality Tables);

	 T h e  c o n c e r n  o ve r  c a s h  f l o w, 
particularly for funds with an aging 
membership and large annual benefit 
payments; and

	 Forecasting future investment 
returns, given the low interest rate 
environment and the “new normal” 
for the equity markets, as well as 
volatility and statutory constraints on 
investments. 

 These are concepts that pension funds 
and their sponsoring municipalities need 
to consider, particularly given that many 
funds are becoming more mature; such 
maturity can increase the funds’ sensitivity 
to risk factors like investment volatility. 
Through these new risk disclosures, the 
actuarial valuation will provide a more 
robust understanding of the risks so that 
pension funds and municipalities can 
make better decisions on such issues as 
how to invest the assets and how much 
to contribute to the fund going forward.
 In practice, ASOP 51 has notably 
provoked a head-on discussion about the 
investment return assumption for many 
plans. This is no surprise; the investment 
return assumption is the most impactful 
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assumption affecting the required 
employer contribution to the fund each 
year, as it is used to value the liabilities of 
the plan for funding purposes. As a result, 
it can be the most difficult assumption to 
adjust, given the political pressure to not 
increase employer contributions. This 
year Illinois Municipal Retirement Fund 
(IMRF) lowered its assumption from 7.5% 
to 7.25%; its actuary had recommended it 
be lowered to 7%. The Firemen’s Annuity 
and Benefit Fund of Chicago lowered its 
previous 7.5% assumption to 6.75%. Most 
of the Illinois large pension systems are 
now assuming 7% or 6.75%. The trend 
in Illinois is reflective of a nationwide 
movement among public pension plans to 
lower the investment return assumption.
 For those Illinois firefighter and police 
pension funds still assuming 7% or greater, 
actuaries have uniformly recommended 
that their assumption be reevaluated. This 
recommendation has been accompanied 
by notations that the ideal assumption 
for the investment return is one that has 
at least a 50% chance of being achieved 
over the long term, and that setting this 
assumption with conservatism allows 
some margin for unfavorable market 
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returns in the future. Given the realigned 
investment return assumptions by the 
actuary of the Illinois Department of 
Insurance (DOI)  two years ago (which are 
now all 6.5% or lower), funds that have 
not lowered their assumption may find 
their recommended contribution number 
from their private actuary to be lower 
than the statutory minimum contribution 
number generated by the DOI. This 
creates a fiduciary dilemma for pension 
fund trustees in making their annual 
contribution request to the municipality.
 Several actuaries are also now 
providing a measurement of liquidity 
ratio for pension funds, which is the ratio 
of the market value of assets divided 
by benefit payments. From an ideal 
standpoint, a pension fund that has a ratio 
of annual benefit payments that is less 
than its investment return assumption 

is in good financial standing. This is 
because the investment returns each 
year cover the benefit payments being 
made, without the fund having to dip 
into the contributions being made by 
the employer and employees or, worse 
yet, having to sell assets. However, a 
pension fund that has a ratio of annual 
benefit payments that is greater than 
its investment return assumption will 
experience additional risk, such as cash 
flow and benefit payment risks, as more 
and more of the annual contributions and 
invested assets are being used to make 
benefit payments.
 While ASOP 51 provides an opportunity 
for actuaries to provide guidance on risk 
reduction or management, it is up to the 
stakeholders to respond to those risks, 
by taking whatever steps or measures 
are available to reduce those risks. This is 
easier said than done, however, given the 
constitutional and statutory constraints 
on Illinois’ public pension plans. For Illinois 
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firefighter and police fund fiduciaries, 
the power to manage risk is limited, 
particularly given the municipalities’ 
responsibility to provide the proper level 
of funding that is beyond the pension fund 
trustees’ control. 
 For many pension fund trustees and 
municipal officials, the ASOP 51 disclosures 
will be eye opening and will show just 
how vulnerable their plans are to such 
traumas as investment underperformance, 
changes in mortality and underfunding. 
Nevertheless, it will be incumbent on all 
stakeholders to carefully study the new risk 
disclosures and consider the implications 
for the future of their funds. The task – and 
the challenge -- for stakeholders will be to 
develop strategies to reduce the levels of 
risks revealed. n

We Respond  
Because You Do.
Firefighters and EMS teams are dedicated to 
protecting those in need; saving lives and property.

And while you protect others, we respond with  
Fire & Rescue Pro, an insurance and risk management 
program designed for the unique needs of Fire 
Protection Districts and EMS operations.

Fire & Rescue Pro is offered through Bliss McKnight, 
Inc. and the local independent insurance agent of 
your choice.

This insurance is underwritten by continental National Fire and Casualty Company 
and other fine companies, and provided through Bliss McKnight, Inc. and local 
independent insurance agents.

TM

Contact us for more information  
or an insurance review.

Bliss McKnight, Inc.
2801 E. Empire, Bloomington, IL 61704
phone: 800-322-3391  |  info@blissmcknight.com


